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FINANCIAL REVIEW

The Company has adopted the following revised business segments since fiscal 2006:

W On October 1, 2006, Tokyo Electron’s computer networks division was transferred to Tokyo Electron Device Limited. Accordingly, sales
from computer networks, which were formerly included in the industrial electronic equipment segment, have been included as part of
the electronic components and computer networks segment since fiscal 2007.

W Effective from fiscal 2009, the name of the former FPD production equipment division was changed to the FPD/PV production equipment
division. In addition to production equipment for flat-panel displays, this division includes production equipment for photovoltaic cells, a
market Tokyo Electron entered in 2008.

SALES AND INCOME

Operating environment

During fiscal 2010, the global economy headed toward a gentle recovery, despite the continued negative impact of the financial crisis
that occurred in the fall of 2008, as various nations managed to overcome the worst of the downturn by the middle of the year through
economic stimulus packages and other measures.

Although economic growth in Europe, the U.S., Japan and many other industrialized countries was lower than pre-crisis levels, the
economies of China and other emerging nations grew strongly, driving the global economy to a better-than-expected recovery.

In the first half of fiscal 2010, the electronics industry, in which Tokyo Electron participates, saw cutbacks in the production of semi-
conductor products as demand for PCs, mobile phones and other electronic equipment stagnated. Semiconductor manufacturers, who
are Tokyo Electron’s customers, significantly reduced their capital investment as a result. From the second half, however, demand for
finished products began to recover and, in tandem, our customers resumed their capital investment.

These business conditions severely affected Tokyo Electron’s performance. Sales in the Company’s mainstay semiconductor production
equipment division were particularly affected, and the Company’s performance was even worse than fiscal 2009 when results were
initially affected by the financial crisis. However, the Company responded to changes in the business environment, successfully imple-
menting urgent steps to cut fixed costs and other measures to stabilize earnings. As a result, the Company was able to minimize the
extent of the operating loss for the full fiscal year.

Millions of Yen

2006 2007 2008 2009 2010
NET SAIES ... ¥673,686 ¥851,975 ¥906,092 ¥508,082 ¥418,637
GrOSS PrOFIt ..o 189,732 272,649 311,298 137,408 108,316
Gross profit margin 28.2% 32.0% 34.4% 27.0% 25.9%
Selling, general and administrative eXpenses...........ccccveevevveeeeenn. 114,029 128,670 142,800 122,697 110,497
Operating iNCOME (I0SS) ....eevveiiiiiiiii e 75,703 143,979 168,498 14,711 (2,181)
OPerating Margin.......c.oooeeiie et 11.2% 16.9% 18.6% 2.9% (0.5)%
Income (loss) before income taxes and minority interests............... 75,328 144,414 169,220 9,637 (7,768)
NEt INCOME (I0SS) ... 48,006 91,263 106,271 7,543 (9,033)
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Sales
Net sales declined 17.6% year on year in fiscal 2010, to ¥418.6 billion. This represented almost the same level of sales as the Company
posted in fiscal 2002 (¥417.8 billion) when the collapse of the IT bubble negatively impacted results. Sales in Japan were down 22.1%
year on year, to ¥162.6 billion, and overseas sales dropped 14.4%, to ¥256.0 billion. Overseas sales as a share of total consolidated sales
increased from 58.9% in fiscal 2009 to 61.2% in fiscal 2010.

Orders received during the fiscal year rose by 30.7%, to ¥478.4 billion, and the order backlog at the end of March 2010 increased
32.7% year on year, to ¥242.6 billion, on the back of a recovery due to the resumption of capital investment by customers from the
second half of fiscal 2010.

Gross Profit, SG&A Expenses and Operating Income
Cost of sales for the period was down 16.3% year on year, to ¥310.3 billion, and the cost of sales ratio was 74.1%, 1.1 percentage
points worse than in fiscal 2009. Since the previous fiscal year, Tokyo Electron has been cutting manufacturing fixed costs, including
outsourcing costs, but the ratio of manufacturing fixed costs to sales increased over the full year, reflecting a significant drop in plant
capacity utilization in the first half of fiscal 2010. As a result, gross profit decreased by 21.2% year on year, to ¥108.3 billion, and the
gross profit margin dropped to 25.9%, from 27.0% in fiscal 2009.

Efforts to reduce SG&A expenses allowed Tokyo Electron to decrease this total cost by 9.9% year on year, to ¥110.5 billion. As a per-
centage of consolidated net sales, however, the SG&A ratio rose to 26.4%, from 24.1% in the previous year. Consequently, an operating
loss of ¥2.2 billion was incurred, compared with the operating income of ¥14.7 billion in fiscal 2009.

Research & Development
R&D expenses are included in SG&A expenses. Despite the severe economic climate during fiscal 2010, the Company views these
expenses as the source of future growth and incurred ¥54.1 billion in R&D expenses in fiscal 2010, down 11.3% year on year.

Breaking down these costs by division, R&D investment in the semiconductor production equipment business focused on the develop-
ment of next-generation models in various equipment fields, and on the development of original double-patterning technology, which
helps to promote finer pattern delineation, of film deposition technologies for new materials, of technology for extreme ultraviolet (EUV)
lithography, which is a promising next-generation lithography, and of 3D memory cell stack technology and 3D chip stack technology.
Tokyo Electron’s R&D investments focused not only on existing business segments, but also on the development of production equip-

ment for OLED*, photovoltaic cells and other new product segments.
*OLED: Organic Light-Emitting Diode

Operating Income (Loss) and
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(Billions of Yen) (Billions of Yen) (%) (Billions of Yen)
1,200 200 20 120
~ S = = ©
m o~ it} 0 0
E 8 &8 8 %

106.3

90
900

91.3

538.2
582.1

60

600

o o
< 30 2
g
& o n
300 o ~ o
o o N 0 i
" ™ )
g o " g
0 - & 50 =5 30
06 07 08 09 10 06 07 08 09 10 06 07 08 09 10
Domestic B Operating Income (Loss)
M Overseas -O- Operating Margin

Annual Report 2010  TOKYO ELECTRON

27



28

Other Income (Expenses) and Net Income (Loss)
During fiscal 2010, Tokyo Electron posted ¥7.6 billion in impairment losses comprising ¥4.8 billion associated with streamlining bases
and ¥2.8 billion associated with intangible assets of TEL Epion Inc. The Company also posted ¥1.9 billion as the expenses for facilty
integration. As a result, other income (expenses) amounted to a net expense of ¥5.6 billion. This contributed to a ¥7.8 billion loss before
income taxes and minority interests, compared with income before income taxes and minority interests of ¥9.6 billion in fiscal 2009.

A net loss for fiscal 2010 of ¥9.0 billion was recorded, compared to net income for fiscal 2009 of ¥7.5 billion. The net loss per share
was ¥50.47 in fiscal 2010, compared with net income per share of ¥42.15 in fiscal 2009.

Dividend Policy and Dividends
It is the policy of Tokyo Electron to pay dividends on the basis of business performance and earnings results. In principle, the dividend
payout ratio is set at 20% of consolidated net income.

In fiscal 2010, although the Company posted a net loss for the first half of the fiscal year, it paid an interim dividend of ¥4 per share in
the interest of meeting the expectations of shareholders by ensuring stability and continuity in shareholder returns. The year-end divi-
dend was set at ¥8 per share, reflecting the Company’s consolidated results in the second half of the fiscal year and previously men-
tioned dividend policy. Thus, the total dividend applicable to fiscal 2010 was ¥12 per share.

Meanwhile, the Company uses retained earnings to fund research and development, capital investment, overseas business expansion,
M&As and other activities aimed at stimulating future earnings growth.

PERFORMANCE BY SEGMENT

Industrial Electronic Equipment Segment

Sales in the industrial electronic equipment segment (including inter-segment sales) were down 19.3% year on year in fiscal 2010, to
¥334.9 billion. On the earnings front, an operating loss of ¥4.3 billion was incurred, compared with operating income of ¥12.8 billion in
fiscal 2009, reflecting the decreased sales. Sales to outside customers (excluding inter-segment sales) were down by 19.3% year on year,
to ¥334.2 billion.

B Semiconductor Production Equipment
Tokyo Electron’s sales to outside customers fell 19.4% year on year, to ¥262.4 billion, because of the impact of curbs by semiconductor
manufacturers on capital investment in response to depressed global demand for semiconductor devices since two years ago.

However, semiconductor manufacturers have been increasing capital investment since the second half of fiscal 2010. Consequently,
orders in this division increased 68.2%, to ¥360.9 billion. The order backlog rose 133.5%, to ¥172.3 billion.

For a business overview of this division, please see pages 12 and 13.

Selling, General and
Administrative Expenses and

Ratio to Net Sales R&D Expenses Cash Dividends per Share
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H FPD/PV (Flat-Panel Display and Photovoltaic Cell) Production Equipment
Tokyo Electron’s sales to outside customers declined 19.0% year on year, to ¥71.4 billion due to curbs by panel manufacturers on capital
investment. Orders in this division decreased 52.8%, to ¥28.6 billion. The order backlog fell 43.0%, to ¥56.8 billion.

For a business overview of this division, please see pages 12 and 13.

M Others
Sales in the “Others” segment mainly include non-life insurance operations, travel services and other in-house services. Net sales to
outside customers in the segment amounted to ¥411 million, almost the same level as in fiscal 2009.

Electronic Components and Computer Networks (Tokyo Electron Device Limited.*)
Net sales in this segment (including inter-segment sales) declined 10.1% year on year in fiscal 2010, to ¥85.1 billion.

As a result of the improved gross profit margin due to the product mix, together with reduced SG&A expenses, operating income rose
13.0%, to ¥2.1 billion, and the operating margin improved to 2.4%, compared with 1.9% in fiscal 2009. Sales to outside customers
were down 10.3% year on year, to ¥84.5 billion.

For a business overview of this segment, please see pages 12 and 13.

*Tokyo Electron Device Limited is listed on the Second Section of the Tokyo Stock Exchange.

Segment Information

Millions of yen

Electronic
Industrial components Eliminations
electronic and computer and
2010: equipment networks Total corporate Consolidated
1. Net sales and operating income (loss)
Net sales
(1) Sales 10 external CUSTOMEIS ........cooeee e ¥334,164 ¥84,473 ¥418,637 ¥ - ¥418,637
(2) Intersegment sales Or tranSTerS.........o.oviiioiiei e 785 673 1,458 (1,458) -
TOTAL s 334,949 85,146 420,095 (1,458) 418,637
OPEIAtING EXPENSES ...ttt 339,218 83,066 422,284 (1,466) 420,818
OPErating iNCOME (I0SS) .........eii it ¥ (4,269) ¥ 2,080 ¥ (2,189) ¥ 8 ¥ (2,181)
2. Assets, depreciation and amortization expenses, impairment losses and
capital expenditures
AASSEES .ttt ¥654,026 ¥45,649 ¥699,675 ¥(3,323) ¥696,352
Depreciation and amortization EXPENSES .........ccviiiiiiiiiiaieie et 19,792 485 20,277 - 20,277
Loss on impairment of property, plant and equipment and intangible assets.......... 7,553 - 7,553 - 7,553
Capital expenditures, including intangible and other assets ... 16,070 122 16,192 - 16,192
Industrial Electronic Equipment Segment Electronic Components and Computer Networks
Net Sales, Operating Income (Loss) and Segment Net Sales, Operating Income and
Operating Margin Operating Margin Total Assets
(Billions of Yen) (%) (Billions of Yen) (%) (Billions of Yen)
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FINANCIAL POSITION AND CASH FLOWS

Assets, Liabilities and Net Assets
H Assets
Current assets increased by ¥47.3 billion from the end of the previous fiscal year, to ¥552.9 billion, reflecting increases of ¥33.8 billion in
liquidity on hand (cash and cash equivalents + short-term investments) and ¥15.1 billion in deferred tax assets. The turnover period for
trade notes and accounts receivable increased from 86 days in fiscal 2009 to 109 days in fiscal 2010, and the inventory turnover period
increased to 121 days, from 96 days in fiscal 2009.

Net property, plant and equipment declined by ¥7.8 billion year on year, to ¥92.1 billion, as ¥14.9 billion in fixed asset acquisitions
were outweighed by ¥20.0 billion in depreciation.

Investments and other assets decreased by ¥12.1 billion year on year, to ¥51.3 billion, which mainly reflected an ¥11.4 billion decrease
in deferred tax assets.

As a result, as of March 31, 2010, total assets stood at ¥696.4 billion, an increase of ¥27.4 billion year on year.

M Liabilities and Net Assets

Current liabilities increased by ¥29.9 billion, from the end of fiscal 2009, to ¥119.2 billion. This reflected a ¥30.4 billion rise in trade
notes and accounts payable because of an increase in purchases for production due to the recovery in orders from the second half of the
fiscal year. The balance of interest-bearing debt, which consists only of short-term borrowings, stood at ¥5.1 billion as of March 31,
2010. The D/E ratio rose to 1.0%, 0.3 points higher than the end of March 2009.

Non-current liabilities increased by ¥3.4 billion, to ¥53.8 billion.

Net assets declined by ¥5.9 billion year on year, to ¥523.4 billion. This reflected a decrease in retained earnings of ¥10.5 billion result-
ing from the net loss of ¥9.0 billion and the payment of ¥1.4 billion in dividends, and also an increase in unrealized gains on investment
securities of ¥3.3 billion.

As a result, the equity ratio fell from 77.5% at the end of March 2009 to 73.5% as of March 31, 2010, and ROE declined to -1.8%,
from 1.4% in fiscal 2009.

Millions of Yen

2006 2007 2008 2009 2010
Total CUMTENT @SSETS.....oii i ¥517,488 ¥610,363 ¥640,234 ¥505,687 ¥552,939
Net property, plant and equipment ...........cccoooeiiiiiiiiii 94,738 104,930 104,106 99,906 92,128
Total investments and other assets.............coooivivvieiieiieiie. 51,017 55,221 48,478 63,405 51,285
TOTAl @SSETS. ..o 663,243 770,514 792,818 668,998 696,352
Total current Habilities.........cooviiiiei e 201,627 225,855 198,821 89,272 119,162
Total liabilities. ... ..o 281,621 300,703 247,573 139,733 172,982
Total net assets (Total shareholders’ equity) .........ccccocvvviieeniiiiinnn 376,900 469,811 545,245 529,265 523,370
Working Capital and Current Ratio Interest-Bearing Debt, D/E Ratio Equity and Equity Ratio
(Billions of Yen) (Times) (Billions of Yen) (%) (Billions of Yen) (%)
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Capital Expenditures*' and Depreciation and Amortization*?

Total capital expenditures declined by 17.6% year on year in fiscal 2010, to ¥14.9 billion. Spending focused on the acquisition of land
for a plant scheduled to be constructed in a suburb of Sendai City in Miyagi Prefecture, and on evaluation and measuring equipment
used for product development. Depreciation fell by 13.3% year on year, to ¥20.0 billion.

*1 Capital expenditures represent only the gross increase in property, plant and equipment.

*2 Depreciation does not include amortization and losses on impairment of goodwill.

Cash Flows
Cash flows from operating activities showed a net inflow of ¥48.3 billion, ¥32.7 billion less than in fiscal 2009. The main contributors
were ¥20.0 billion in depreciation and amortization, ¥7.6 billion in impairment losses, and a ¥28.0 billion increase in trade notes and
accounts payable. Major negative factors included a ¥7.8 billion net loss before income taxes and minority interests, a ¥6.4 billion
decrease in customer advances, a ¥4.9 billion increase in trade notes and accounts receivable, and a ¥4.9 billion increase in inventories.
Investing activities provided net cash of ¥9.6 billion, compared to net cash used of ¥160.6 billion in fiscal 2009. This reflected a ¥24.3
billion inflow from a net decrease in short-term investments, and a ¥14.2 billion outflow to purchase property, plant and equipment.
Financing activities used net cash of ¥288 million, compared with ¥46.0 billion in fiscal 2009. The main outflow was a ¥1.4 billion
dividend paid.
As a result, the balance of cash and cash equivalents at the end of March 2010 stood at ¥123.9 billion, an increase of ¥58.1 billion
from the ¥65.9 billion balance at the end of fiscal 2009.
Total liquidity on hand, which includes short-term investments as well as cash and cash equivalents, increased by ¥33.8 billion year on
year, from ¥210.2 billion at the end of March 2009 to ¥243.9 billion at the end of March 2010.

Millions of Yen

2006 2007 2008 2009 2010
Cash flows from operating activities .............cccoccvviiiiiiiiii, ¥ 78,854 ¥ 54,297 ¥116,939 ¥ 81,030 ¥ 48,285
Cash flows from investing activities ... (10,537) (25,293) (30,186) (160,622) 9,613
Cash flows from financing activities...............cooooiiiiiiiiiii (43,420) (34,719) (27,033) (46,016) (288)
Cash and cash equivalents at end of year...........ccoccooiiiiiiin, 140,024 134,390 193,493 65,883 123,940

Capital Expenditures and

ROE and ROA Depreciation and Amortization Total Liquidity on Hand
(%) (Billions of Yen) (Billions of Yen)
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income)/Average total assets x100
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BUSINESS-RELATED AND OTHER RISKS

The following are possible risks that may have an impact on Tokyo Electron’s business performance, stock price, or financial position.

(1) Impact From Changes in the Semiconductor Market

Tokyo Electron has achieved a high profit margin by concentrating resources in high-tech fields, including semiconductor production
equipment, where technological innovation is rapid but Tokyo Electron can effectively use its strengths. Although technological change is
responsible for the semiconductor market’s rapid growth, Tokyo Electron has actively undertaken structural reforms to be able to gener-
ate profits under any circumstances, including when the market contracts temporarily due to imbalance of supply and demand. How-
ever, order cancellations, excess capacity and personnel and increased inventories resulting from an unexpectedly large market
contraction, losses from bad debts resulting from the worsening of a customer’s financial position, and supply shortages resulting from
the worsening of a supplier's management situation, could adversely affect Tokyo Electron’s business performance.

(2) Impact From Concentration of Transactions on Particular Customers

Tokyo Electron has been successful at increasing transactions with the leading semiconductor manufacturers worldwide, including those
in Japan, through the provision of products featuring outstanding, cutting-edge technology and of services offering a high level of cus-
tomer satisfaction. However, Tokyo Electron’s sales may from time to time be temporarily concentrated on particular customers due to
the timing of large capital investments of major semiconductor manufacturers. The resulting escalation in sales competition could
adversely affect Tokyo Electron’s business performance.

(3) Impact From Research and Development

Through ongoing and proactive R&D investment and activities in cutting-edge technologies—miniaturization, vacuum, plasma, thermal

processing, coating/developing, cleaning, wafer-transfer and clean technologies—Tokyo Electron has created advanced technologies. At
the same time, by quickly bringing to market new products incorporating these technologies, Tokyo Electron has successfully captured a
high market share in each of the product fields it has entered and generated a high profit margin. However, delays in the launch of new
products and other factors could adversely affect Tokyo Electron’s business performance.

(4) Safety-related Impacts

Tokyo Electron’s basic philosophy is to always bear in mind safety and health in the execution of business activities, including develop-
ment, manufacturing, sales, services and management. In accordance with this philosophy, Tokyo Electron works actively and continu-
ously to improve the safety of its products and to eliminate any harmful impact on health. However, harm to customers, order
cancellations or other circumstances resulting from safety or other problems related to Tokyo Electron’s products could adversely affect
Tokyo Electron’s business performance.
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(5) Impact From Quality Issues

Tokyo Electron actively develops outstanding, cutting-edge technologies for incorporation in new products that are brought quickly to
market. At the same time, Tokyo Electron works to establish a quality assurance system, efforts that include obtaining ISO 9001 certifica-
tion, as well as to establish a world-class service system. These actions have resulted in a large number of customers adopting Tokyo
Electron’s products. However, because Tokyo Electron’s products are based on cutting-edge technologies, and due to other factors, many
of the technologies developed are in unfamiliar fields. The occurrence of unforeseen defects or other issues could adversely affect Tokyo

Electron’s business performance.

(6) Impact of Intellectual Property Rights

In order to distinguish its products and make them more competitive, Tokyo Electron has promoted its R&D strategy for the early devel-
opment of cutting-edge technologies together with its business and intellectual property strategies. This approach has enabled Tokyo
Electron to obtain sole possession of many proprietary technologies that have been instrumental to the Company’s ability to capture a
high market share and generate high profit margins in each of its product fields. Tokyo Electron’s products incorporate and optimize
many of these proprietary cutting-edge technologies. There may be cases in which, by avoiding the use of third-party technologies and
intellectual property rights, Tokyo Electron’s business performance could be adversely affected.

(7) Impact of Fluctuating Foreign Exchange Rates

Success in the development of overseas operations has increased the share of sales generated overseas. As a rule, Tokyo Electron con-
ducts export transactions on a yen basis to avert exposure to foreign currency risks. However, some exports are denominated in foreign
currencies. In these cases, Tokyo Electron hedges foreign currency risk by using a forward foreign exchange contract when an order is
received or by other means. However, foreign exchange rate risks can arise from fluctuations in prices due to sudden foreign exchange
movements, which could have an indirect adverse effect on Tokyo Electron’s business performance.

(8) Other Risks

Tokyo Electron is actively engaged in reforming its corporate structure so that it can generate profits even when markets contract. These
reforms have entailed creating new high-growth and high-return businesses and pursuing higher earnings from existing businesses. At
the same time, Tokyo Electron has promoted activities to preserve the environment and worked to restructure its compliance and risk
management systems. However, as long as it conducts business activities, as with peer companies or companies in different industries,
Tokyo Electron is subject to the effect of many other factors. These include the world and regional economic environments, natural disas-
ters, war, terrorism, unavoidable occurrences (such as infectious diseases), financial or stock markets, government or other regulations,
supply systems of suppliers, market conditions for products and real estate, the ability to recruit personnel in Japan and overseas, compe-
tition over standardization, and loss of key personnel. Any of these factors could adversely affect Tokyo Electron’s business performance.
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CONSOLIDATED ELEVEN-YEAR SUMMARY

Tokyo Electron Limited and Subsidiaries
As of and for the years ended March 31

Thousands of

U.S. dollars
2010 2010 2009 2008
NEt SAIEST .. $4,499,538 ¥ 418,637 ¥ 508,082 ¥ 906,092
Semiconductor production equipment ..........cccceeevieiiiiieninns 2,820,206 262,392 325,383 726,440
FPD/PV production equipment? . . 766,993 71,361 88,107 68,016
Computer NEIWOIKS ......ooiviiiiiiiii i - - - -
Electronic components and computer networks .................... 907,921 84,473 94,207 111,181
OtNr 4,418 411 385 455
Operating income (l0ss) .............. . (23,442) (2,181) 14,711 168,498
Income (loss) before iINCOME taXeS .......uuweueueeeeeeee, (83,491) (7,768) 9,637 169,220
Net iNCOME (I0SS) ..o (97,087) (9,033) 7,543 106,271
DOMESTIC SAIS ... 1,747,732 162,609 208,871 323,946
OVEISEAS SAIBS ... 2,751,806 256,028 299,211 582,146
Depreciation and amortization® ................c.cocoiiiiiie 214,983 20,002 23,068 21,413
Capital expenditures® .............ccooviiiiiieciceeee e 160,350 14,919 18,108 22,703
R&D EXPENSES ... 581,191 54,074 60,988 66,073
TOTAl @SSOTS ... 7,484,437 696,352 668,998 792,818
Total net assets (Total shareholders’ equity) .........ccccooviiviennrnn. 5,625,215 523,370 529,265 545,245
Number of empPIOYEes .........cccoeviiiieeie e 10,068 10,391 10,429
U.S. dollars
Net income (loss) per share of common stock:®
BaSIC e $ (0.54) ¥ (50.47) ¥ 4215 ¥ 594.01
DIlUTEA® e - - 42.07 592.71
Net assets per share of common stock ........ . 30.73 2,859.37 2,896.55 2,989.70
Cash dividends per share of common stock ............ccccoceveieniiinn 0.13 12.00 24.00 125.00
Number of shares outstanding (thousands) ..............c...cccceuni.n. 180,611 180,611 180,611
Number of shareholders .........coooioii 39,285 42,509 43,324
ROE o (1.8) 1.4 214
Operating Margin .......oocioiiii e (0.5) 2.9 18.6
EQUILY ratio .ooiiiiii e 735 77.5 67.5
ASSET tUNOVET (LIMES) ... 0.61 0.70 1.16
U.S. dollars
Net sales per employee ........occooiiiiiiiiiiciee e $ 446,915 ¥ 41,581 ¥ 48,896 ¥ 86,882

1 Until fiscal 2004, the FPD (Flat Panel Display) division was included in Semiconductor production equipment. From fiscal 2008, Computer networks is included in Electronic

components and computer networks.

2 From fiscal 2009, the FPD division was changed to the FPD/PV production equipment division. The Photovoltaic Cell (PV) production equipment is included in FPD/PV

production equipment.
3 Depreciation and amortization does not include amortization and loss on impairment of goodwill.
4 Capital expenditures after fiscal 2000 only represent the gross increase in property, plant and equipment.

5 From fiscal 2003, the Company applied “Accounting Standards Regarding Net Income per Share (Business Accounting Standards No. 2)"” and “Practical Guidelines for Applying
Accounting Standards Regarding Net Income per Share (Practical Guidelines for Applying Accounting Standards No. 4)” released by the Accounting Standards Board of Japan (ASBJ).

6 Dilution is not assumed for the years ended March 31, 2010, 2003 and 2002.

7 Effective from fiscal 2005, Tokyo Electron changed its method of revenue recognition upon receiving customer confirmation of product set-up and testing of products for
Semiconductor and FPD production equipment. The effect of this change decreased net sales, operating income and income before income taxes by ¥80,956 million, ¥20,541
million and ¥20,563 million, respectively, for the year ended March 31, 2005, compared with the corresponding amounts which would have been recorded if the previous

method had been applied.

8 Effective from fiscal 2005, Tokyo Electron changed its method to account for after-sale repair expenses by recording accrued warranty expenses for Semiconductor and FPD
production equipment. The effect of this change decreased operating income and income before income taxes by ¥635 million and ¥13,106 million, respectively, for the year
ended March 31, 2005, compared with the corresponding amounts which would have been recorded if the previous method had been applied.
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Millions of yen

2007

2006

2005

2004

2003

2002

2001

2000

¥ 851,975 ¥ 673,686 ¥ 635,710 ¥ 529,654 ¥ 460,580 ¥ 417,825 ¥ 723,880 ¥ 440,729
642,625 486,883 457,191 425,747 364,689 325,715 619,001 355,103
100,766 81,176 75,038 - - - - -

19,169 17,497 15,966 18,448 17,193 17,031 14,054 12,357
88,294 86,881 86,249 84,229 77,380 73,658 89,211 72,051
1,121 1,249 1,266 1,230 1,318 1,421 1,614 1,218
143,979 75,703 63,983 22,280 1,119 (18,310) 121,086 35,816
144,414 75,328 55,775 14,936 (23,010) (22,919) 99,132 29,689
91,263 48,006 61,601 8,297 (41,554) (19,938) 62,012 19,848
313,816 262,532 232,678 242,318 190,513 186,516 299,272 183,987
538,159 411,154 403,032 287,336 270,067 231,309 424,608 256,742
18,820 19,170 21,463 24,963 27,374 26,294 21,679 19,446
27,129 13,335 9,876 11,007 12,359 30,946 49,403 18,999
56,962 49,182 43,889 44,150 50,123 53,827 52,911 37,135
770,514 663,243 644,320 561,632 524,901 556,915 729,511 499,499
469,811 376,900 332,165 275,800 252,904 307,579 333,281 273,603
9,528 8,901 8,864 8,870 10,053 10,171 10,236 8,946
Yen
¥ 511.27 ¥ 267.61 ¥ 343.63 ¥  46.37 ¥ (238.57) ¥ (113.85) ¥ 353.76 ¥ 113.53
509.84 267.32 343.54 45.78 - - 344.75 110.64
2,573.72 2,112.30 1,863.28 1,543.73 1,456.23 1,756.73 1,901.38 1,560.27
103.00 55.00 45.00 10.00 8.00 8.00 38.00 14.00
180,611 180,611 180,611 180,611 175,698 175,691 175,691 175,660
41,289 46,272 60,857 60,873 49,259 37,116 42,781 7,147
Percent
218 13.5 20.3 3.1 (14.8) (6.2) 20.4 7.5
16.9 11.2 10.1 4.2 0.2 (4.4) 16.7 8.1
59.7 56.8 51.6 491 48.2 55.2 457 54.8
1.19 1.03 1.05 0.97 0.85 0.65 1.18 0.96
Thousands of yen
¥ 89,418 ¥ 75,687 ¥ 71,718 ¥ 59,713 ¥ 45,815 ¥ 41,080 ¥ 70,719 ¥ 49,265
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CONSOLIDATED BALANCE SHEETS
Tokyo Electron Limited and Subsidiaries
As of March 31, 2010 and 2009
ASSETS Millions of yen TS.OSl.JS(?on\?aSr;)f
2010 2009 2010
Current assets:
Cash and cash equivalents............coooviiiiiiieee e ¥123,940 ¥ 65,883 $1,332,115
SHOrt-termM INVESTMENTS ..o 120,000 144,275 1,289,768
Trade notes and accounts receivable . .........weeee 124,462 119,687 1,337,726
Allowance for doubtful accounts.............c...cooiiii i (176) (21) (1,892)
INVENTOTIES <. e, 138,450 134,242 1,488,070
Deferred INCOME tAXES.........coe e 26,625 11,481 286,167
Prepaid expenses and other current assets..........ccocveveieiieiieeinnnnn 19,638 30,140 211,071
Total CUMENT ASSETS ..o 552,939 505,687 5,943,025
Property, plant and equipment:
AN e 26,356 20,678 283,276
BUITINGS e 120,430 121,569 1,294,390
Machinery and equIPMENT........coiiiiiii e 98,943 104,473 1,063,446
CONSrUCLION 1IN PrOGIESS ... .vieiiiiieeiiie et 3,739 4,708 40,187
Total property, plant and equipMENt ........cccooviviiiiiii e 249,468 251,428 2,681,299
Less: Accumulated depreciation............ccoooiiiiiiiiiiie 157,340 151,522 1,691,101
Net property, plant and equipmMent ........cccociiiiiiiieii e 92,128 99,906 990,198
Investments and other assets:
INVESTMENT SECUILIES ... e, 14,721 9,131 158,222
Deferred INCOME TAXES. .....coee et 20,506 31,940 220,400
INTANGIDIE @SSETS ... et 5,586 10,761 60,039
OtNEI ASSETS .. 17,925 19,119 192,658
Allowance for doubtful aCCOUNTS.........oovviieie e (7,453) (7,546) (80,105)
Total investments and other assets............eeeeviveiieiie e 51,285 63,405 551,214
TOtal @SSETS ......ooo i ¥696,352 ¥668,998 $7,484,437

See accompanying Notes to Consolidated Financial Statements.
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LIABILITIES AND NET ASSETS

Thousands of

Millions of yen U.S. dollars
2010 2009 2010
Current liabilities:
ShOrt-term DOITOWINGS ...t ¥ 5,106 ¥ 3,807 $ 54,880
Trade notes and accounts payable ..o 61,585 31,227 661,920
CUSTOMET AOVANCES ... e 22,077 28,562 237,285
INCoMe taxes PAYADIE ......ooiiiii i 4,356 1,751 46,818
Accrued employees’ DONUSES. .......ccceiiiiiiieiie et 6,044 4,965 64,961
Accrued Warranty @XPENSES .......cuueiieiiiieaieeeite e et et ee e 5,268 6,116 56,621
Accrued expenses and other current liabilities...........cccooevviiiiiiiiiis 14,726 12,844 158,276
Total current liabilities ... 119,162 89,272 1,280,761
Accrued pension and severance costS..................cc...ooeeeiiiiiiiiiieee 50,528 47,687 543,078
Other liabilities........................coo e 3,292 2,774 35,383
Total iabilities ... 172,982 139,733 1,859,222
Contingent liabilities
Net assets:
Shareholders’ equity ..................ccccoiiiiiii 54,961 54,961 590,724
Common stock
Authorized: 300,000,000 shares
Issued: 180,610,911 shares as of March 31, 2010 and 2009
Capital SUMPIUS....cooiiii e 78,034 78,114 838,715
Retained @arningS......cco.viiiiiie e 393,970 404,435 4,234,415
Treasury StOck, at COST......oiiiiiiiiiiiicie e (10,900) (11,112) (117,153)
1,614,225 and 1,643,398 shares
as of March 31, 2010 and 2009, respectively
Valuation and translation adjustments
Unrealized gains (losses) on investment securities..............cc..cceeeveennn. 2,504 (842) 26,913
Deferred gains (losses) on hedges ............coooviiiiiiiiiiiieeeeee (68) 67 (731)
Foreign currency translation adjustments ............cccccoveeviiiiiiiicenecnnn, (6,683) (7,236) (71,829)
Share subscription rights.......................coo 1,578 1,149 16,960
Minority interests...................coooiiiiiiii 9,974 9,729 107,201
TOTAl NET @SSOTS ..o, 523,370 529,265 5,625,215
Total liabilities and net assets ..., ¥696,352 ¥668,998 $7,484,437
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CONSOLIDATED STATEMENTS OF OPERATIONS

Tokyo Electron Limited and Subsidiaries
Years ended March 31, 2010 and 2009

Thousands of

Millions of yen U.S. dollars
2010 2009 2010
Nt SAIOS ..o ¥418,637 ¥508,082 $4,499,538
COSt OF SAIES ..o 310,321 370,674 3,335,351
Gross Profit ... 108,316 137,408 1,164,187
Selling, general and administrative eXpenses ..........ccccooevvivieiiiiiieiieeien 110,497 122,697 1,187,629
Operating income (I0SS) ................coooiiiiiiiii e (2,181) 14,711 (23,442)
Other income (expenses):
Interest and dividend INCOME ... 1,055 1,806 11,339
INTErEST EXPENSES ...ttt (47) (175) (505)
Revenue from development grants .........ccccooveeviiiiiiiiiiiiicciecee e 1,842 2,701 19,798
Gain on sale of property, plant and equipment .........cccccooieiiiiiiiiiiee 283 67 3,042
Provision of allowance for doubtful accounts ...........cccoeviiiiiiiiiiiiiiic, (100) (7,361) (1,075)
Loss on devaluation of investment securities ...........ccccccoeevviieeeeeeeee. (72) (2,432) (774)
Loss on disposal of property, plant and equipment ............cccoeeeviernnn. (978) (352) (10,511)
Loss on impairment of property, plant and equipment and intangible assets ... (7,553) - (81,180)
Expenses for integration of domestic facilities............coceovvviieiiiiiiiee, (1,909) - (20,518)
Ot L, MO e 1,892 672 20,335
Income (loss) before income taxes and minority interests .................. (7,768) 9,637 (83,491)
Income taxes:
(@011 ) AU 5,747 4,553 61,769
DT OITRA e (5,021) (2,762) (53,966)
MINOTITY INTEIESTS oo 539 303 5,793
Net inComMe (I0SS)........coooi i ¥ (9,033) ¥ 7,543 $ (97,087)
Per share of common stock: Yen U.S. dollars
Net income (10SS) — DaSIC ....ooiieiiiee e ¥ (50.47) ¥ 4215 $ (0.54)
Net income — diluted ........ooooiiiii e - 42.07 -
N T @SOS .o 2,859.37 2,896.55 30.73
Cash diVIENAS ... 12.00 24.00 0.13

See accompanying Notes to Consolidated Financial Statements.
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CONSOLIDATED STATEMENTS OF CHANGES IN NET ASSETS

Tokyo Electron Limited and Subsidiaries
Years ended March 31, 2010 and 2009

Millions of yen

Shareholders’ equity

Valuation and translation adjustments

Unrealized
gains Deferred Foreign
(losses) on gains currency Share
Common Capital Retained Treasury investment  (losses)on  translation  subscription  Minority Total
stock surplus earnings stock securities hedges adjustments rights interests net assets
Balance as of March 31, 2008..  ¥54,961  ¥78,393 ¥410,867  ¥(11,370) ¥2,172 ¥ 460 ¥ (530) ¥ 484 ¥9,808 ¥545,245
Effect of change in accounting
policies for foreign subsidiaries.. - - (552) - - - - - - (552)
Cash dividends...........ccccccooeei. - - (13,420) - - - - - - (13,420)
Net income.......cccocvveeeieeiiennn, - - 7,543 - - - - - - 7,543
Repurchase of treasury stocks... - - - (38) - - - - - (38)
Disposal of treasury stocks....... - (279) - 296 - - - - - 17
Effect of newly consolidated
subsidiaries .............ccoeeveeenn.. - - (3) - - - - - - 3)
Other, net ..o - - - - (3,014) (393) (6,706) 665 (79) (9,527)
Balance as of March 31, 2009..  ¥54,961  ¥78,114  ¥404,435 ¥(11,112) ¥ (842) ¥ 67 ¥(7,236)  ¥1,149 ¥9,729 ¥529,265
Cash dividends............ccc.......... - - (1,432) - - - - - - (1,432)
NEt 0SS.....eeeeeeieeeeeiee - - (9,033) - - - - - - (9,033)
Repurchase of treasury stocks .. - - - (58) - - - - - (58)
Disposal of treasury stocks....... - (80) - 270 - - - - - 190
Other, net ... - - - - 3,346 (135) 553 429 245 4,438
Balance as of March 31, 2010..  ¥54,961 ¥78,034  ¥393,970 ¥(10,900) ¥2,504 ¥ (68) ¥(6,683) ¥1,578 ¥9,974  ¥523,370
Thousands of U.S. dollars
Shareholders’ equity Valuation and translation adjustments
Unrealized
gains Deferred Foreign
(losses) on gains currency Share
Common Capital Retained Treasury investment  (losses) on translation  subscription Minority Total
stock surplus earnings stock securities hedges adjustments rights interests net assets

Balance as of March 31, 2009.. $590,724 $839,575 $4,346,894 $(119,433) $(9,050) $ 720 $(77,773) $12,350 $104,568 $5,688,575
Cash dividends.............cc..ccee... - - (15,392) - - - - - - (15,392)
Net 10SS.....ccovieeiiiciiiciiiee - - (97,087) - - - - - - (97,087)
Repurchase of treasury stocks... - - - (622) - - - - - (622)
Disposal of treasury stocks....... - (860) - 2,902 - - - - - 2,042
Other, net.....ccocooeviiiiiiie - - - - 35,963 (1.451) 5,944 4,610 2,633 47,699
Balance as of March 31, 2010.. $590,724 $838,715 $4,234,415 $(117,153) $26,913 $ (731) $(71,829) $16,960 $107,201 $5,625,215

See accompanying Notes to Consolidated Financial Statements.
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CONSOLIDATED STATEMENTS OF CASH FLOWS

Tokyo Electron Limited and Subsidiaries
Years ended March 31, 2010 and 2009

Thousands of

Millions of yen U.S. dollars
2010 2009 2010
Cash flows from operating activities:
Income (loss) before income taxes and minority interests .............cccoee.. ¥ (7,768) ¥ 9,637 $ (83,491)
Depreciation and amortization ...............coooiiiiii i 20,002 23,068 214,983
Amortization of gOOAWIll.............ooviiiiiiii 242 242 2,601
Loss on impairment of property, plant and equipment and intangible assets .. 7,553 - 81,180
Increase in accrued pension and SEVErance COStS .........ccovvevvvreeiieeeeiienns 2,810 3,401 30,202
Decrease in prepaid PeNSION EXPENSES ........eevueriieaieeiieeiieeiee e 570 52 6,126
Increase in allowance for doubtful acCoUNtS .......ooviiiiiiiiii i 121 7,333 1,301
Increase (decrease) in accrued employees' bONUSES............ccccvevviiieeeiirnn. 1,079 (7,762) 11,597
Decrease in accrued Warranty eXPENSES ..........ccovveevoieeeeieeeeeeeeeeee e (837) (3,346) (8,996)
Interest and dividend INCOME..........ooiiiiiiii e (1,055) (1,806) (11,339)
INTErEST EXPENSES ...t 47 175 505
Gain on sale of property, plant and equipment..............ccccoeeviiiieiiieee. (283) (67) (3,042)
Loss on disposal of property, plant and equipment ............ccccooiiiiieinnnn 978 352 10,511
Loss on devaluation of investment securities...........ccooocvveeeeioiiieeeiece 72 2,432 774
(Increase) decrease in trade notes and accounts receivable........................ (4,890) 102,413 (52,558)
(Increase) decrease iN INVENTOMIES ...........ee e (4,869) 21,282 (52,332)
Decrease in prepaid consUMPtion taxX ............cooecveiiiiieiiiiieiiii e 568 4,509 6,105
Increase (decrease) in trade notes and accounts payable........................... 27,975 (29,942) 300,677
Increase (decrease) in CUSTOMETr AAVANCES ......vvvveeeeeee et (6,380) 5,322 (68,573)
Increase in specific doubtful receivables............ccoooevviiiiiiiiiiiiiiice, (140) (7,355) (1,505)
Ot r, M e, 5,686 (9,620) 61,114
Subtotal............o 41,481 120,320 445,840
Receipts from interest and dividends............ccccoovviiiiiiiiiiiiiecceee 1,171 1,749 12,586
INEEIEST PAI ...veiiiie i (46) (202) (494)
Income taxes (paid) refunded ............ooooiiiiiiiiii 5,679 (40,837) 61,038
Net cash provided by operating activities.........................coccoein 48,285 81,030 518,970
Cash flows from investing activities:
Purchases of short-term iNVeSTMENTS ........vweveeieeeeeeee e (449,000) (353,804) (4,825,881)
Proceeds from short-term inVeSTMENTS. .......evveveeeeee e 473,347 219,429 5,087,564
Payment for purchase of property, plant and equipment..............cccoeeveene. (14,195) (17,228) (152,569)
Proceeds from sale of property, plant and equipment ..........ccccocoeveeinn. 488 656 5,245
Payment for acquisition of intangible assets...........ccccoociiiiiiiiiiiiiici (786) (1,182) (8,448)
Payment for purchase of investment securities..............cc..ccoeeveeevieeeeiicn, (18) (7,815) (193)
OtNr, ML e (223) (678) (2,397)
Net cash provided by (used in) investing activities.......................... 9,613 (160,622) 103,321
Cash flows from financing activities:
Increase (decrease) in short-term borrowings..........cccccoeevvievviiiciieeecc 1,299 (2,263) 13,962
Redemption of unsecured bonds .............ccoooviiiiiiiiiiicce e - (30,000) -
(Increase) decrease in treasury stock, Net ...........ccccoovviiiiiiiiieeiicee e 132 (21) 1,419
DIVIAENS PAIT.... ..o (1,432) (13,420) (15,392)
O, ML e (286) (312) (3,074)
Net cash used in financing activities..................................ocoil (287) (46,016) (3,085)
Effect of exchange rate changes on cash and cash equivalents................... 446 (2,069) 4,794
Net increase (decrease) in cash and cash equivalents.......................... 58,057 (127,677) 624,000
Cash and cash equivalents at beginning of year ...........c..coocooeeiiiiiici 65,883 193,493 708,115
Effect of newly consolidated subsidiaries...............cccooeiiiiiiiiiiiiiicceee - 67 -
Cash and cash equivalents atend of year ......................c..oocooiiin. ¥ 123,940 ¥ 65,883 $ 1,332,115

See accompanying Notes to Consolidated Financial Statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Tokyo Electron Limited and Subsidiaries

1. Basis of Presentation of Consolidated Financial

Statements

The accompanying consolidated financial statements of Tokyo Electron
Limited (hereinafter “the Company”) and its subsidiaries (hereinafter
collectively referred to as “Tokyo Electron”) have been prepared in accor-
dance with the provisions set forth in the Financial Instruments and
Exchange Law of Japan and its related accounting regulations, and in
conformity with accounting principles generally accepted in Japan, which
are different in certain respects as to application and disclosure requirements
of International Financial Reporting Standards.

Prior to the year ended March 31, 2009, the accounts of foreign sub-
sidiaries used in the preparation of the consolidated financial statements
were based on their accounting records maintained in conformity with
generally accepted accounting principles prevailing in the respective coun-
tries of domicile.

As mentioned in note 3 (a), the Company adopted “Practical Solution
on Unification of Accounting Policies Applied to Foreign Subsidiaries for
Consolidated Financial Statements” (Practical Issues Task Force No. 18
issued by the Accounting Standards Board of Japan) effective from April 1,
2008. As a result of this adoption, the Company uses financial statements
prepared by foreign subsidiaries in accordance with International Financial
Reporting Standards or U.S. generally accepted accounting principles for
the preparation of the consolidated financial statements, together with
adjustment for certain items which are required to be adjusted in the
consolidation process.

The accompanying consolidated financial statements have been restruc-
tured and translated into English from the statutory Japanese language
consolidated financial statements. Some supplementary information included
in the statutory Japanese language consolidated financial statements, which
is not required for fair presentation, is not presented in the accompanying
consolidated financial statements.

U.S. dollar amounts included herein are solely for the convenience of
readers and are presented at the rate of ¥93.04 to $1.00, the approximate
rate as of March 31, 2010. The translation should not be construed as a
representation that the Japanese yen amounts shown could be converted
into U.S. dollars at that or any other rate.

2. Summary of Significant Accounting Policies

(a) Principles of consolidation

The consolidated financial statements include the accounts of the
Company and its 30 and 32 subsidiaries for the years ended March 31,
2010 and 2009, respectively.

Investments in affiliates in which the Company’s ownership is 20% to
50% are accounted for by the equity method.

All significant inter-company accounts, transactions and unrealized
profits or losses have been eliminated in consolidation.

The fiscal year-end of all entities is March 31, except for two consolidated
foreign subsidiaries, which use a December 31 year-end, and adjustment is
made for any significant transactions between the different fiscal year-ends.

(b) Foreign currency translation

All assets and liabilities denominated in foreign currencies are translated
into Japanese yen at the year-end rates, except for those hedged by forward
exchange contracts, which are translated at the contracted rates. Resulting
exchange gains and losses are included in earnings for the year.

Revenue and expense items are translated at the rates that approximate
those prevailing at the time of the transactions.

The balance sheet accounts of foreign subsidiaries are translated into
Japanese yen at the rates of exchange in effect at the balance sheet date,
except for shareholders’ equity accounts, which are translated at the
historical rates. Revenue and expense accounts of foreign subsidiaries are
translated at average rates of exchange in effect during the year. Resulting
translation adjustments are presented in net assets as a component of
valuation and translation adjustments and minority interests in the
consolidated financial statements.

(c) Investment securities

Tokyo Electron examines the intent of holding each security and classifies
those securities as trading securities, held-to-maturity debt securities or
other securities. Tokyo Electron has no trading or held-to-maturity debt
securities. Other securities with market prices are valued at fair market
value prevailing at the balance sheet date. The differences between the
book and market prices of other securities, net of applicable income taxes,
are presented in net assets as a component of valuation and translation
adjustments. Other securities without market value are valued at cost using
the weighted-average method.

The cost of sold securities is calculated using the weighted-average method.

(d) Inventories

As mentioned in note 3 (b), effective from April 1, 2008, the Company and
its domestic subsidiaries adopted “Accounting Standard for Measurement
of Inventories” (Statement No. 9 issued by the Accounting Standards Boards
of Japan). Inventories other than raw materials are stated at the lower of
cost, determined by the specific identification method, or net realizable
value, which is defined as selling price less estimated additional manufac-
turing costs and estimated direct selling expenses. Raw materials are stated
at the lower of cost, determined principally by the moving-average
method, or net realizable value, which is defined as selling price less esti-
mated additional manufacturing costs and estimated direct selling expenses.

(e) Property, plant and equipment
Property, plant and equipment are stated at cost. Depreciation of buildings,
machinery and equipment of the Company and its domestic subsidiaries is
computed using the declining balance method, except for buildings
acquired subsequent to March 31, 1998 which are depreciated using the
straight-line method, based on the estimated useful lives of assets. Foreign
subsidiaries mainly apply the straight-line method over the estimated useful
lives of assets.
Estimated useful lives of property, plant and equipment are as follows:
Buildings 2 to 60 years
Machinery and equipment 2 to 17 years

(f) Intangible assets

Intangible assets, which primarily comprise of capitalized costs for
computer software and goodwill, are amortized by the straight-line
method over their estimated useful lives. Capitalized costs for computer
software for internal use are amortized over a period of 2 to 5 years.
Goodwill is evaluated on an individual basis and amortized over a period
not exceeding 20 years.
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(9) Impairment of fixed assets

Tokyo Electron evaluates the carrying value of fixed assets held for use in
the business.

If the carrying value of a fixed asset is impaired, a loss is recognized
based on the amount by which the carrying value exceeds its recoverable
amount, being the higher of the net selling price or the value in use of the
assets. Net selling price is determined using the fair value less disposal costs
and value in use is based on the total amount of discounted cash flows
estimated to be generated from the continuing use of the individual assets
or the asset group and the disposal of the assets.

(h) Allowance for doubtful accounts

The allowance for doubtful accounts is provided at an amount determined
based on the historical experience of bad debts with respect to ordinary
receivables, and an estimate of uncollectible amounts determined by
reference to specific doubtful receivables from customers which are
experiencing financial difficulties.

(i) Accrued pension and severance costs

The Company and its domestic subsidiaries provide an accrual for defined
benefit employees’ pension and severance costs based on the projected
benefit obligation and fair value of pension assets on the account settlement
date. Prior service costs are charged to earnings on a straight-line basis,
beginning from the fiscal year in which they are incurred, over a fixed
number of years (four years) within the average remaining years of service of
employees when the changes occur. Actuarial differences are charged to
earnings on a straight-line basis, beginning from the fiscal year after they are
recognized, over a fixed number of years (four years) within the average
remaining years of service of employees when the differences occur.

The provision for accrued pension and severance costs for directors and
statutory auditors of the Company and its domestic subsidiaries is calculated
in accordance with internal regulations.

The Company and certain domestic subsidiaries decided to discontinue
the payment of severance pay for directors and statutory auditors after
April 1, 2005, and at the general shareholders’ meeting in June 2005, it
was resolved that the severance pay for directors and statutory auditors
until March 31, 2005 would be paid at the termination of their service and
the decision regarding the payment amount for each director and statutory
auditor was delegated to the board of directors and statutory auditors. As
discussed in note 9, the accruals for severance costs for directors and
statutory auditors are included in accrued pension and severance costs in
the consolidated balance sheets.

(j) Accrued warranty expenses

Tokyo Electron’s products are generally subject to warranty, and Tokyo
Electron accrues such estimated costs when product revenue is recognized.
To prepare for future repairs during warranty periods, estimated after-sale
repair expenses over warranty periods are accrued based on the historical
ratio of actual repair expenses to corresponding sales.

(k) Leases

Until the year ended March 31, 2008, non-cancelable leases of the
Company and its domestic subsidiaries had been primarily accounted for as
operating leases (whether such leases were classified as operating or
finance leases), except for leases that transfer ownership to the lessee at
the end of the lease, which had been accounted for as finance leases.

As mentioned in note 3 (c), effective from the year ended March 31,
2009, the Company and its domestic subsidiaries adopted “Accounting
Standard for Lease Transactions” (Statement No. 13 issued by the Accounting
Standards Board of Japan) and “Guidance on Accounting Standard for
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Lease Transactions” (Guidance No. 16 issued by the Accounting Standards
Board of Japan). As a result, the Company and its domestic subsidiaries
capitalized leased assets under finance leases commencing after March 31,
2008, and such leased assets are depreciated using the straight-line
method over the period of the lease contract with zero residual value.

() Derivatives and hedge accounting

The Company and a domestic subsidiary make use of derivatives in order
to manage certain risks arising from adverse fluctuations in foreign currency
exchange rates. The amount of derivatives is limited to the extent of foreign
currency assets, liabilities and actual orders, and the Company and the
domestic subsidiary do not trade in derivatives for speculative purposes.

Derivatives are carried at fair value in the consolidated balance sheet
with changes in unrealized gain or loss charged or credited to earnings,
except for those which meet the criteria for hedge accounting. Unrealized
gains or losses on hedging derivatives, net of taxes, are reported in net
assets as a component of valuation and translation adjustments. Receiv-
ables and payables hedged by qualified forward foreign exchange con-
tracts are translated at the corresponding foreign exchange contract rates.

(m) Income taxes

Tokyo Electron records deferred tax assets and liabilities on temporary
differences between the carrying amounts of assets and liabilities for
financial reporting purposes and the amounts used for income tax purposes,
which are measured using the enacted tax rates and laws which are
expected to be in effect when the differences are expected to reverse.

(n) Revenue recognition

Revenue from Semiconductor and FPD (Flat Panel Display)/PV
(Photovoltaic cell) production equipment is principally recognized at the
time of the customer confirmation of set-up and testing of products.
Revenue from such equipment not requiring substantial installation is
recognized at the time of shipment. Revenue from other products, such
as electronic components, is recognized at the time of shipment. Service
revenue from maintenance is recognized ratably over the term of the
maintenance contract.

(o) Per share information

Net income (loss) per share and net assets per share are computed based
on the weighted-average number of shares of common stock outstanding
during each year.

Dividends per share has been presented on an accruals basis and
include, in each fiscal year ended March 31, dividends approved or to be
approved after March 31 but applicable to the year then ended.

(p) Research and development expenses

Research and development expenses are charged to earnings as incurred
and amounted to ¥54,074 million ($581,191 thousand) and ¥60,988
million for the years ended March 31, 2010 and 2009, respectively.

(q) Cash equivalents

For purposes of the consolidated statements of cash flows, Tokyo
Electron considers all highly-liquid instruments purchased with original
maturities of three months or less to be cash equivalents.

(r) Short-term investments
Short-term investments consist of time deposits and certificates of
deposit with original maturities of more than three months.

(s) Reclassifications

Certain reclassifications have been made to the prior year's consolidated
financial statements to conform with the presentation used for the year
ended March 31, 2010.



3. Changes in Accounting Policies

(a) Accounting policies applied to foreign subsidiaries

Effective from April 1, 2008, the Company adopted “Practical Solution
on Unification of Accounting Policies Applied to Foreign Subsidiaries for
Consolidated Financial Statements” (Practical Issues Task Force No. 18
issued by the Accounting Standards Board of Japan). The change had no
significant impact on the consolidated financial statements.

(b) Accounting standard for measurement of inventories

Effective from April 1, 2008, the Company and its domestic subsidiaries
adopted “Accounting Standard for Measurement of Inventories” (Statement
No. 9 issued by the Accounting Standards Board of Japan). The change had
no significant impact on the consolidated financial statements.

(c) Accounting standard for lease transactions

Effective from the year ended March 31, 2009, the Company and its
domestic consolidated subsidiaries adopted “Accounting Standard for
Lease Transactions” (Statement No. 13 issued by the Accounting Standards
Board of Japan) and “Guidance on Accounting Standard for Lease
Transactions” (Guidance No. 16 issued by the Accounting Standards Board
of Japan). The change had no significant impact on the consolidated
financial statements.

4. Investment securities
Investment securities, which solely comprise of other securities, as of
March 31, 2010 and 2009 are as follows:

Millions of yen

2010: Cost Carrying value
Securities with market prices

EQUItY SECUMTIES. ..o ¥ 9,277 ¥ 13,615
Securities without market prices

Unlisted StOCK.........ccovviiiiiiiiiciccc 194 194

Other ..o 912 912
TOTAl e ¥ 10,383 ¥ 14,721

Millions of yen

2009: Cost Carrying value

EQUItY SECUMTIES. ...t ¥ 8,790 ¥ 7,363

Other ..o 100 100
Securities without market prices

Unlisted StOCK.........oocoiiiiiiiiiiii e 764 754

Oher ..o 914 914
TOtal o ¥ 10,568 ¥ 9,131

Thousands of U.S. dollars

2010: Cost Carrying value

Securities with market prices

EQUItY SECUTTLIES. ....ovveiiieceeec e $ 99,710 $146,335
Securities without market prices

Unlisted StOCK.......cc.oooeeieiieeee e 2,085 2,085

Oher .. 9,802 9,802
TOtAl o $111,597 $158,222

Losses on devaluation of investment securities were ¥72 million ($774
thousand) and ¥2,432 million for the years ended March 31, 2010 and
2009, respectively.

No gain on sale of investment securities was recognized for the years
ended March 31, 2010 and 2009.

5. Inventories
Inventories as of March 31, 2010 and 2009 are as follows:

Thousands of
Millions of yen U.S. dollars

2010 2009 2010

Finished products............cccccoovenn ¥ 87,202 ¥ 88,417 $ 937,253
Work in process, raw materials

and supplies.. 51,248 45,825 550,817
Total oo ¥138,450 ¥134,242 $1,488,070

The amounts of change in inventory provision included in cost of sales in
consolidated statements of operations for the years ended March 31, 2010
and 2009 were a decrease of ¥3,581 million ($38,489 thousand) and an
increase of ¥6,398 million, respectively.

6. Impairment of Property, Plant and Equipment and

Intangible Assets

For assessing fixed asset impairment, the Company generally groups fixed
assets used for normal operations at a business unit level for which profits
are reasonably controllable. Also, the Company assesses the recoverability
of individual assets not used in normal operations or that are idle.

The Company and its domestic subsidiaries recognized loss on impair-
ment of property, plant and equipment of ¥4,786 million ($51,440 thou-
sand), which is included in the consolidated statement of operations for the
year ended March 31, 2010. The loss on impairment of property, plant and
equipment was attributed to land, buildings and equipment in Japan
primarily of the Sagami Plant in Kanagawa, the Saga Plant in Saga and the
Kansai Technology Center in Hyogo, all of which are not expected to be
used after integration of domestic production and development centers.
These charges were presented in other income (expenses) in the consoli-
dated statement of operations for the year ended March 31, 2010.

Since TEL Epion Inc. (“Epion”) determined to adversely change its
future business plan made upon acquisition of Epion due to change of the
industry business environment in the year ended March 31, 2010, Epion
recognized loss on impairment of intangible assets of ¥2,767 million
($29,740 thousand).

No impairment of property, plant and equipment and intangible assets
was recognized for the year ended March 31, 2009.

7. Pledged Assets
Tokyo Electron did not hold any assets pledged as collateral as of March
31,2010 and 2009.

8. Short-term Borrowings

Short-term borrowings represent 365-day notes issued by Tokyo Electron
to banks and bore interest at an average annual rate of 0.49% and 0.80%
as of March 31, 2010 and 2009, respectively.

As of March 31, 2010, Tokyo Electron has unused lines of credit
amounting to ¥133,445 million ($1,434,276 thousand).
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9. Accrued Pension and Severance Costs

The Company and its domestic subsidiaries have defined benefit plans
(cash balance plan and noncontributory retirement and severance benefit
plans) covering substantially all their employees who meet eligibility
requirements. The benefits under the plans are based on length of service
and certain other factors.

The cash balance plan provides for pension or lump-sum payment
benefits to employees who retire or terminate their employment for
reasons other than dismissal for cause. Under the cash balance plan, each
participant has an account which is credited yearly based on the current
rate of pay and market-related interest rate. The noncontributory plans
provide for lump-sum payment benefits to employees who retire or termi-
nate their employment for reasons other than dismissal for cause. Certain
foreign subsidiaries have noncontributory retirement and severance benefit
plans that provide for pension or lump-sum payment benefits to employees
who retire or terminate their employment for reasons other than dismissal
for cause.

The funded status of the defined benefit plans, a substantial portion of
which consists of domestic benefit plans, as of March 31, 2010 and 2009
is as follows:

Thousands of

Millions of yen U.S. dollars
2010 2009 2010
Benefit obligation ...........c.ccco..... ¥(84,097)  ¥(79,141) $(903,880)
Fair value of plan assets ................ 38,732 33,791 416,294
Funded status .........ccocorevieiiiiinnns (45,365) (45,350) (487,586)
Unrecognized actuarial difference ... (288) 3,027 (3,095)
Unrecognized prior service cost...... 125 226 1,343
Net amount recognized ................. (45,528) (42,097) (489,338)
Amounts recognized in
the consolidated balance sheets
consist of:
Prepaid pension and
severance costs (Note 1)........... 4,379 4,950 47,066
Accrued pension and
severance costs (Note 2) ........... (49,907) (47,047) (536,404)
Net amount recognized ................. ¥(45,528) ¥(42,097) $(489,338)

Notes: 1. The prepaid pension and severance costs as of March 31, 2010 and 2009 is included
in other assets in the consolidated balance sheets.
2. The provision for accrued pension and severance costs for directors and statutory
auditors (¥621 million (86,674 thousand) as of March 31, 2010 and ¥640 million as
of March 31, 2009) is not included.

Net pension cost of the plans is as follows:

Thousands of

Millions of yen U.S. dollars
2010 2009 2010
Service cost ¥5,358 ¥5,217 $57,588
Interest cost 1,572 1,483 16,896
Expected return on plan assets....... (676) (686) (7,266)
Amortization of actuarial
difference .......coooooeveiviiiiiiie 697 (628) 7,491
Amortization of prior service cost... 101 888 1,086
Net pension CoSt.........ccoovvvirrinns ¥7,052 ¥6,274 $75,795
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Significant assumptions of domestic pension plans used to determine
the above amounts are as follows:
2010 and 2009

Allocation method of benefit obligation Straight-line method

Discount rate 2.00%
Expected rate of return on plan assets....................... 2.00%
Amortization period of actuarial difference ............... 4 years
Amortization period of prior service cost................... 4 years

10. Income Taxes
Significant components of the deferred tax assets and liabilities of Tokyo
Electron as of March 31, 2010 and 2009 are as follows:

Thousands of

Millions of yen U.S. dollars
2010 2009 2010

Deferred tax assets
Accrued pension and

SEVErance COStS ....ccovvvvvereeeeeeeeenn, ¥ 20,099 ¥ 18,831 $ 216,025
Net operating loss carryforwards.... 14,717 14,515 158,179
Tax credit for research and

development.........ccccooceiiiiin. 5,499 6,619 59,104
Devaluation of inventories.............. 4,282 5,707 46,023
Accrued employees’ bonuses.......... 2,425 2,004 26,064
Loss on impairment of property,

plant and equipment and

intangible assets............cccocviinn 2,114 - 22,721
Accrued warranty expenses............ 1,907 1,922 20,497
Elimination of unrealized profit

iN iNVeNntories ........c...ccoeevveeevneenn. 1,836 1,980 19,733
Allowance for doubtful accounts ... 1,470 1,461 15,800
Other. ..o 7,630 6,751 82,008
Total gross deferred tax assets.. 61,979 59,790 666,154
Less valuation allowance................ (10,458) (10,472) (112,403)
Total deferred tax assets................. 51,521 49,318 553,751
Deferred tax liabilities
Undistributed earnings of

foreign subsidiaries ...................... (2,957) (2,624) (31,782)
Prepaid pension and

SEVerance CoStS ......ccovvrvvevneeeenn.. (1,773) (1,972) (19,056)
Net unrealized gain on

investment securities................... (1,705) - (18,325)
Reserves under Special Taxation

Measures Law ........cc.ccoevveeeeinenn. (73) (358) (785)
Receivables for business taxes ........ - (2,025) -
Other...oooiviiiiiieee e (1,088) (1,161) (11,694)
Total gross deferred tax liabilities..... (7,596) (8,140) (81,642)
Net deferred tax assets.................. ¥ 43,925 ¥ 41,178 $ 472,109

Net deferred tax assets included in the consolidated balance sheets as of
March 31, 2010 and 2009 are as follows:

Thousands of

Millions of yen U.S. dollars
2010 2009 2010
CUrrent assets.......cccveevveeeveeeeeennn. ¥26,625 ¥11,481 $286,167
Investments and other assets ......... 20,506 31,940 220,400
Other current liabilities.................. (1,062) (605) (11,414)
Other liabilities.......................... (2,144) (1,638) (23,044)

The Company and its wholly-owned domestic subsidiaries apply a
consolidated tax filing system for corporate tax purposes.



The ultimate realization of deferred tax assets is dependent upon the
generation of future taxable income during the period in which those
temporary differences become deductible. For assessment of the realizability
of deferred tax assets, management considers the scheduled reversal of
deferred tax liabilities, future estimated taxable income, tax planning
strategies and level of net operating loss carryforwards, if any, in accordance
with accounting principles generally accepted in Japan.

Based on the level of historical taxable income and future estimated
taxable income over the periods which the deferred tax assets are deduct-
ible, management believes Tokyo Electron will realize the benefits of these
deferred tax assets, net of valuation allowance, as of March 31, 2010
and 2009.

The Company is subject to corporate tax, inhabitants’ tax and a deduct-
ible enterprise tax, which in the aggregate resulted in a statutory income
tax rate of approximately 40.69% for the years ended March 31, 2010 and
2009.

Significant components of the difference between the statutory and
effective tax rates for the years ended March 31, 2010 and 2009 are
as follows:

2010 2009

Statutory tax rate in Japan ........c.cccooiiiiiiiiiiii 40.69 % 40.69 %
Adjustments:
Effect of elimination of unrealized profit

in inventories (27.86) 34.77
Change in valuation allowance (18.14) 24.07
Difference in statutory tax rates of subsidiaries.......... 6.54 (10.04)
Expenses not deductible for tax purposes.................. (5.28) 4.30
Change in deferred tax liabilities on

undistributed earnings of foreign subsidiaries.......... (4.28) (14.54)
Amortization of goodwill .. (1.27) 1.02
Loss on investment in a subsidiary deductible

fOr tax PUIPOSES ..ot - (67.56)
Dividends from foreign subsidiaries.............ccccoeee. - 6.56
Others, Nt .....oooieceee e 0.25 (0.69)
Effective tax rate........c.oocooovieiiiiiceeee (9.35)% 18.58 %

12. Share Subscription Rights

Stock option plan
The Company’s shareholders have approved annual stock option plans
for directors and selected employees since the year ended March 31, 1999.
Options to purchase 177,900 shares of the Company were authorized
and granted at an exercise price of ¥1 for the year ended March 31, 2009.
The options under the plans vest immediately with restriction on exercise
up to 3 years after the date of grant, and have an exercise period of 20

11. Net Assets

Net assets comprises four subsections, which are shareholders’ equity,
valuation and translation adjustments, share subscription rights and
minority interests.

Under Japanese laws and regulations, the entire amount paid for new
shares is required to be designated as common stock. However, a company
may, by a resolution of the board of directors, designate an amount not
exceeding one-half of the price of the new shares as additional paid-in
capital which is included in capital surplus.

In cases where dividend distribution of surplus is made, the lesser of an
amount equal to 10% of the dividend or the excess, if any, of 25% of
common stock over the total of additional paid-in capital and legal reserve
must be set aside as additional paid-in capital or legal reserve. Legal
reserve is included in retained earnings in the accompanying consolidated
balance sheets.

Both appropriations of legal reserve and additional paid-in capital used
to eliminate or reduce a deficit generally require a resolution of the
shareholders’ meeting.

Additional paid-in capital and legal reserve may not be distributed as
dividends. All additional paid-in capital and legal reserve may be transferred
to other capital surplus and retained earnings, respectively, which are
potentially available for dividends.

The maximum amount that the Company can distribute as dividends is
calculated based on the non-consolidated financial statements of the
Company in accordance with Japanese laws and regulations.

At the general shareholders’ meeting on June 23, 2006, in accordance
with Japanese laws and regulations, the Company altered its articles to
allow for the distribution of earnings to shareholders on dates, other than
the mid-term and year-end, by a resolution of the board of directors.

At the board of directors’ meeting held on May 12, 2010, the distribution
of cash dividends amounting to ¥1,431 million ($15,380 thousand) was
resolved. Such appropriations have not been accrued in the consolidated
financial statements as of March 31, 2010 since they are recognized in the
period in which they are resolved at the board of directors’ meeting.

years from the date of grant. No options to purchase shares of the Com-
pany were authorized and granted for the year ended March 31, 2010.

Shareholders of Tokyo Electron Device Limited, a domestic listed subsid-
iary, have approved annual stock option plans for directors and selected
employees since the year ended March 31, 2005.

A summary of stock options outstanding and exercisable as of March 31, 2010 and 2009 is as follows:

Tokyo Electron Limited 2010 2009
Weighted-
Weighted-average exercise average
Number of price Number of exercise price
shares Yen U.S. dollars shares Yen

Outstanding at the beginning of year............ccoocoiiiiii 2,052,300 ¥5,927 $63.70 2,056,500 ¥ 6,889
GIANTEA ... - - - 177,900 1
Exercised... . 40,000 1 0.01 44,500 398
Expired (fOrfeited) ... ... 233,200 8,520 91.57 137,600 14,414
Outstanding at the end Of Year ... 1,779,100 5,720 61.48 2,052,300 5,927
Exercisable at the end of Year...........ocooiiiiiiic 1,504,200 6,765 72.71 1,710,700 7,110
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Tokyo Electron Device Limited 2010 2009
Weighted-
Weighted-average exercise average
Number of price Number of exercise price
shares Yen U.S. dollars shares Yen

Outstanding at the beginning of year.... 650 ¥308,698 $3,317.91 650 ¥308,698
Granted............ - - - - -
Exercised - - - - -
EXPIred (fOrfRItEA) ...t - - - - -
Outstanding at the end Of Year ... 650 308,698 3,317.91 650 308,698
Exercisable at the end of year..........ccooiiiiii 650 308,698 3,317.91 650 308,698

13. Leases

As mentioned in note 2 (k), effective from the year ended March 31,
2009, the Company and its domestic subsidiaries adopted “Accounting
Standard for Lease Transactions” and “Guidance on Accounting Standard
for Lease Transactions”. As permitted under the new standards, finance
leases which commenced on or before March 31, 2008 continue to be
accounted for as operating leases. Pro forma information of leased property
acquired on or before March 31, 2008 including acquisition cost, accumu-
lated depreciation, obligation under finance leases, and depreciation
expense of finance leases that do not transfer ownership of leased property
to the lessee on an “as if capitalized” basis for the years ended March 31,
2010 and 2009, are as follows:

Leased assets not recorded in the consolidated balance sheets:

Thousands of

Millions of yen U.S. dollars
2010 2009 2010
Acquisition oSt ........cooviiiiiiinn. ¥955 ¥1,040 $10,264
Accumulated depreciation .... 540 457 5,804
Net leased property........ ¥415 ¥ 583 $ 4,460

Future minimum lease payments:

Thousands of

Millions of yen U.S. dollars
2010 2009 2010
Due within one year...................... ¥159 ¥168 $1,708
Due over oneyear.........ccccccoveenienn 256 415 2,752
Total oo ¥415 ¥583 $4,460

Lease payments relating to finance leases accounted for as operating
leases amounted to ¥167 million ($1,795 thousand) and ¥175 million,
which approximated the corresponding depreciation on the respective
leased property computed by the straight-line method over the lease terms,
for the years ended March 31, 2010 and 2009, respectively.

Future minimum lease payments on non-cancelable operating leases:

Thousands of

Millions of yen U.S. dollars
2010 2009 2010
¥1,744 ¥1,673 $18,745

1,052 841 11,307
¥2,796 ¥2,514 $30,052

14. Fair Value of Financial Instruments

Policy for Financial Instruments

The Company limits its fund management to short-term bank deposits
and certificates of deposit, and obtains funds by utilizing bank-loans or
liquidating trade-receivables.

Trade receivables, which consist of notes and accounts receivable, are
exposed to credit risk in the event of non-performance by the counter-
parties. Execution and management of credit risk, maturity and receivable
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balance are conducted pursuant to the internal management rules for
credit control. Credit risk of major customers is assessed on a regular basis.

Short-term investments consist of time deposits and certificates of
deposit and the Company and its listed subsidiary trade with highly-rated
financial institutions to mitigate credit risks.

Investment securities consist of mainly equity interests in listed compa-
nies exposed to equity market risks. Conditions, including market prices,
for these investment securities are monitored on a regular basis.

Trade payables, which consist of notes and accounts payable, mainly mature
within one year. Trade payables are exposed to liquidity risks which are man-
aged through activities such as implementing cash management plans.

See note 15 for detailed discussion on derivative financial instruments.

Fair Value of Financial Instruments

Carrying amount and estimated fair value of financial instruments as of
March 31, 2010 are set out below. Fair value of financial instruments
which is practically difficult to estimate are excluded (see note 4).

Millions of yen

Carrying Estimated
amount fair value'
Assets
Cash and cash equivalents..............cccoceeine ¥123,940 ¥123,940
Trade notes and accounts receivable, net of
allowance for doubtful accounts
(¥176 MillioN) ..o 124,286 124,286
Short-term investments .............cccocoeiiiiiinne 120,000 120,000
Investment SeCUrities ..........cccoevvveiieeiiieiienn, 13,615 13,615
Liabilities
Trade notes and accounts payable 52,359 52,359
Derivatives (see note 15)
Hedge accounts not applied..........c.cccooveeenenn 124 124
Hedge accounts applied ........cccccoociiiiiiiis (165) (165)

Thousands of U.S. dollars

Carrying Estimated
amount fair value'
Assets
Cash and cash equivalents.............cccccooevvinns $1,332,115 $1,332,115
Trade notes and account receivable, net of
allowance for doubtful accounts
($1,892 thousand)...........ccocovviieireieiiene 1,335,834 1,335,834
Short-term investments .............ccccooevvveeenen. 1,289,768 1,289,768
Investment SeCUrities ..........oocvevviiiiiiiciicen, 146,335 146,335
Liabilities
Trade notes and accounts payable ................... 562,758 562,758
Derivatives (see note 15)
Hedge accounts not applied.... 1,333 1,333
Hedge accounts applied (1,773) (1,773)




Note: 1. Fair value calculation of financial instruments
Cash and cash equivalents, trade notes and accounts receivable, short-term
investments and trade notes and accounts payable
The carrying amounts approximate fair value because of the short maturity of
these instruments.
Investment securities

The estimated fair values of the derivative financial instruments as of
March 31, 2010 are as follows:

1. Derivative financial instruments not designated as hedging instruments

Millions of yen

The fair values of marketable securities are based on quoted market prices. Contract Unrealized
See note 4 for further information by classification of investment securities. 2010: amount Fair value gains (losses)
Derivatives
See note 15 for detailed discussion on derivative financial instruments. SellUS. dollars ... ¥ 7.268 ¥(240) ¥(240)
» ) ) » Sell Korean won.............cccocoee.. 1,235 290 290
2. Maturities of financial assets and securities are as follows:
Millions of yen Buy U.S. dollars.......................... 5,211 74 74
After Tthrough ol ... ¥13,714 ¥ 124 ¥ 124
Within 1 year 5 years
Cash and cash equivalents ¥123,940 ¥-
Trade notes and accounts receivable .. 124,462 - Thousands of U.S. dollars
Short-term investments 120,000 - Contract Unrealized
2010: amount Fair value gains (losses)
Thousands of U.S. dollars
After 1 through SellU.S. dollars........c.cccooveinnnns $ 78,117 $(2,579) $(2,579)
Within 1 year 5 years Sell Korean won..........cccocoviine 13,274 3,117 3,117
Cash and cash equivalents ................ccccccovceeeccns $1,332,115 $-
T B S.dollars....oeiic R 7 7
Trade notes and accounts receivable .. 1,337,726 - uy U.s dollars 56,008 95 95
Short-term investments 1,289,768 _ Total oo $147,399 $ 1,333 $ 1,333

w

Repayment schedule of short-term borrowings and capital lease obligations is as follows:

Millions of yen
After 1 through  After 2 through

Within 1 year 2 years 5 years
Short-term borrowings ¥5,105 ¥ - ¥-
Capital lease obligations.... 26 24 1

Thousands of U.S. dollars
After 1 through  After 2 through

Within 1 year 2 years 5 years
Short-term borrowings.................. $54,869 5 - $ -
Capital lease obligations................. 279 257 11

(Supplementary information)

Effective from the year ended March 31, 2010, the Company and its
domestic subsidiaries adopted “Accounting Standard for Financial Instru-
ments” (Statement No.10 (revised 2008) issued by the Accounting Stan-
dards Board of Japan) and “Guidance on Disclosures about Fair Value of
Financial Instruments” (Guidance No.19 issued by the Accounting Stan-
dards Board of Japan).

15. Derivative Financial Instruments

Tokyo Electron is subject to risk from adverse fluctuations in foreign
currency exchange rates in its operating and financing activities. The
Company and its listed domestic subsidiary enter into forward foreign
exchange contracts in order to hedge such risks, but do not enter into
such transactions for speculative purposes. The Company and its domestic
subsidiary implement a ratio analysis of the total cumulative cash flow
fluctuations to assess effectiveness of hedging. Execution and manage-
ment of all derivative transactions are conducted pursuant to the internal
management rule for derivatives and the assessment of effectiveness of
hedging activities is reported on a semiannual basis to the Corporate
Director in charge of Finance.

Note: The fair values are based on the quoted forward foreign exchange rates.

2. Designated derivative financial instruments

Millions of yen Thousands of U.S. dollars

Contract Contract
2010: Hedge accounting amount Fair value amount Fair value
Sell U.S. dollars ......cccoveveninnae. ¥ 9,003 ¥(193) $ 96,765 $(2,074)
Sell Korean won...................... 96 23 1,032 247
Buy U.S. dollars...................... 3,859 5 41,477 54
Total .o ¥12,958 ¥(165) $139,274  $(1,773)

The contract amounts and fair values of forward foreign exchange
contracts, entered into to hedge receivables and payables denominated in
foreign currencies that have been translated by the corresponding con-
tracted rates, are as follows.

Millions of Thousands of
yen U.S. dollars
Contract Contract
2010: amount amount
Sell U.S. dollars .. ¥614 $6,599
206 2,214
TOTAl e ¥820 $8,813

Note: The fair value of these derivative financial instruments, which is based on the quoted
foreign exchange rates, is included in the carrying value of hedged assets (Trade notes
and accounts receivable) and liabilities (Trade notes and accounts payable).

The disclosure of the fair value of derivatives, which were accounted for
as hedges, as of March 31, 2009 is omitted in accordance with the previ-
ous “Accounting Standard for Financial Instruments” (Statement No. 10
(revised 2007) issued by the Accounting Standards Board of Japan). In
addition, the disclosure of the fair value of derivatives, which did not meet
the criteria for hedge accounting and were required to be disclosed under
the above accounting standard, as of March 31, 2009 is omitted since the
estimated fair value is not significant.
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16. Other Income (Expenses)

As discussed in note 6, losses on impairment of property, plant and
equipment and intangible assets for the year ended March 31, 2010 con-
sists of impairment of mainly buildings due to integration and closure of
domestic facilities of ¥4,786 million ($51,440 thousand) and intangible
assets of Epion of ¥2,767 million ($29,740 thousand).

Expenses for integration of domestic facilities of ¥1,909 million ($20,518
thousand), including expenses for transportation of machineries is recog-

17. Segment Information

nized for the year ended March 31, 2010.

Provision of allowance for doubtful accounts of ¥7,361 million for the
year ended March 31, 2009 consists of estimated uncollectible amounts
for specific doubtful receivables.

Loss on devaluation of investment securities of ¥2,432 million for the
year ended March 31, 2009 mainly consists of devaluation of securities of
listed companies due to decline of the stock market price.

Business segment information as of and for the years ended March 31, 2010 and 2009 is as follows:

Millions of yen

Electronic
Industrial components Eliminations
electronic and computer and
2010: equipment networks Total corporate Consolidated
1. Net sales and operating income (loss)
Net sales
(1) Sales 1o external CUSTOMEIS ........cooeie e ¥334,164 ¥84,473 ¥418,637 ¥ - ¥418,637
(2) Intersegment sales Or tranSTerS.........oovi it 785 673 1,458 (1,458) -
Ot e 334,949 85,146 420,095 (1,458) 418,637
Operating expenses 339,218 83,066 422,284 (1,466) 420,818
Operating income (I0ss) .... ¥ (4,269) ¥ 2,080 ¥ (2,189) ¥ 8 ¥ (2,181)
2. Assets, depreciation and amortization expenses, impairment losses and
capital expenditures
AASSEES .. ¥654,026 ¥45,649 ¥699,675 ¥(3,323) ¥696,352
Depreciation and amortization EXPENSES .........cviiiiiiiiiieiiie et 19,792 485 20,277 - 20,277
Loss on impairment of property, plant and equipment and intangible assets.......... 7,553 - 7,553 - 7,553
Capital expenditures, including intangible and other assets.............cccccooiiiiiins 16,070 122 16,192 - 16,192
Millions of yen
Electronic
Industrial components Eliminations
electronic and computer and
2009: equipment networks Total corporate Consolidated
1. Net sales and operating income
Net sales
(1) Sales 1o external CUSTOMEIS .. ..o ¥413,875 ¥94,207 ¥508,082 ¥ - ¥508,082
942 495 1,437 (1,437) -
414,817 94,702 509,519 (1,437) 508,082
OPErAtiNG EXPENSES ...ttt 401,974 92,861 494,835 (1,464) 493,371
OPErAtiNg INCOME ...ttt ¥ 12,843 ¥ 1,841 ¥ 14,684 ¥ 27 ¥ 14,711
2. Assets, depreciation and amortization expenses, impairment losses and
capital expenditures
AASSEES .. ¥631,062 ¥40,680 ¥671,742 ¥(2,744) ¥668,998
Depreciation and amortization expenses 22,860 473 23,333 - 23,333
Capital expenditures, including intangible and other assets 19,468 698 20,166 - 20,166
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Thousands of U.S. dollars

Electronic

Industrial components Eliminations

electronic and computer and
2010: equipment networks Total corporate Consolidated
1. Net sales and operating income (loss)
Net sales
(1) Sales t0 external CUSTOMETS .........oo oot $3,591,617 $907,921 $4,499,538 $ - $4,499,538

8,437 7,234 15,671 (15,671) -

3,600,054 915,155 4,515,209 (15,671) 4,499,538
Operating expenses .. 3,645,937 892,799 4,538,736 (15,756) 4,522,980
Operating income (loss) .. $ (45,883) $ 22,356 $ (23,527) $ 85 $ (23,442
2. Assets, depreciation and amortization expenses, impairment losses and

capital expenditures

Assets.... .. $7,029,514 $490,638 $7,520,152 $(35,715) $7,484,437
Depreciation and amortization expenses . 212,726 5,213 217,939 - 217,939
Loss on impairment of property, plant and equipment and intangible assets.......... 81,180 - 81,180 - 81,180
Capital expenditures, including intangible and other assets..............cccoccoeoiii. 172,721 1,311 174,032 - 174,032

Notes: 1. Method of classifying business segments: Business segments are classified after considering similarities in types of products and service, as well as sales methods.
2. Major products in each business segment:

Business segment Major products

Industrial electronic equipment Semiconductor production equipment, FPD production equipment, PV production equipment and others

Electronic components and computer networks ~ Semiconductor products, boards, electronic components, computer networks and software

Depreciation expenses and capital expenditures include those for long-term prepaid expenses.

Changes in accounting policies

(1) Accounting policies applied to foreign subsidiaries
Effective from April 1, 2008, the Company adopted “Practical Solution on Unification of Accounting Policies Applied to Foreign Subsidiaries for Consolidated Financial Statements”
(Practical Issues Task Force No. 18 issued by the Accounting Standards Board of Japan). The change had no significant impact on the consolidated financial statements and
segment information.

(2) Accounting standard for measurement of inventories
Effective from April 1, 2008, the Company and its domestic subsidiaries adopted “Accounting Standard for Measurement of Inventories” (Statement No. 9 issued by the Accounting
Standards Board of Japan). The change had no significant impact on the consolidated financial statements and segment information.

(3) Accounting standard for lease transactions
Effective from the year ended March 31, 2009, the Company and its domestic subsidiaries adopted “Accounting Standard for Lease Transactions” (Statement No. 13 issued by the
Accounting Standards Board of Japan) and “Guidance on Accounting Standard for Lease Transactions” (Guidance No. 16 issued by the Accounting Standards Board of Japan). The
change had no significant impact on the consolidated financial statements and segment information.

AW

Geographical segment information as of and for the years ended March 31, 2010 and 2009 are as follows:

Millions of yen

Eliminations
and

2010: Japan Other regions Total corporate Consolidated
1. Net sales and operating income (loss)
Net sales
(1) Sales 1o external CUSTOMETS ..........oov e ¥369,382 ¥49,255 ¥418,637 ¥ - ¥418,637
(2) Intersegment sales or tranSTers..........ooi i 31,856 26,089 57,945 (57,945) -

401,238 75,344 476,582 (57,945) 418,637
Operating expenses .. 402,436 74,027 476,463 (55,645) 420,818
Operating iNCOME (I0SS) ....vevieeereie ettt ¥ (1,198) ¥ 1,317 ¥ 119 ¥ (2,300) ¥ (2,181)
2. TOMAI @SSELS ..t ¥665,518 ¥67,453 ¥732,971 ¥(36,619) ¥696,352

Millions of yen
Eliminations
and

2009: Japan Other regions Total corporate Consolidated
1. Net sales and operating income
Net sales
(1) Sales to external CUSTOMETS ... ... ..ooe oo ¥435,434 ¥72,648 ¥508,082 ¥ ¥508,082
(2) Intersegment sales or tranSfers..........oociioiiiiiii e 47,183 41,403 88,586 (88,586) -
TOTN e 482,617 114,051 596,668 (88,586) 508,082
OPEIAtiNG EXPENSES ...ttt ettt ettt ettt 475,295 108,975 584,270 (90,899) 493,371
OPErating INCOME ...ttt ¥ 7,322 ¥ 5,076 ¥ 12,398 ¥ 2,313 ¥ 14,711
2. TOTAI @SSEES .ttt ¥638,047 ¥67,154 ¥705,201 ¥(36,203) ¥668,998
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Thousands of U.S. dollars

Eliminations
and

2010: Japan Other regions Total corporate Consolidated
1. Net sales and operating income (loss)

Net sales

(1) Sales 1o external CUSTOMETS ..........coi et $3,970,142 $529,396 $4,499,538 $ - $4,499,538
(2) Intersegment sales Or tranSTErS.........c.oi it 342,390 280,406 622,796 (622,796) -
Ot s 4,312,532 809,802 5,122,334 (622,796) 4,499,538
OPEIAtING EXPEINSES .....vieiitiiettett ettt ettt ettt 4,325,408 795,647 5,121,055 (598,075) 4,522,980
Operating INCOME (I0SS) «.......c.vveieiiieieeeeeieec et $ (12,876) $ 14,155 $ 1,279 $ (24,721) $ (23,442)
2. TOMAI @SSELS ... $7,153,031 $724,989 $7,878,020 $(393,583) $7,484,437

Notes: 1. For the reporting of geographical segment information, net sales and operating income are separated based on the location of the Company and its subsidiaries. Assets are
separated by geographic location.
2. Other regions comprises primarily Taiwan, the United States of America and Korea.
3. Changes in accounting policies
(1) Accounting policies applied to foreign subsidiaries
Effective from April 1, 2008, the Company adopted “Practical Solution on Unification of Accounting Policies Applied to Foreign Subsidiaries for Consolidated Financial
Statements” (Practical Issues Task Force No. 18 issued by the Accounting Standards Board of Japan). The change had no significant impact on the consolidated financial
statements and segment information.
(2) Accounting standard for measurement of inventories
Effective from April 1, 2008, the Company and its domestic subsidiaries adopted “Accounting Standard for Measurement of Inventories” (Statement No. 9 issued by the
Accounting Standards Board of Japan). The change had no significant impact on the consolidated financial statements and segment information.
(3) Accounting standard for lease transactions
Effective from the year ended March 31, 2009, the Company and its domestic subsidiaries adopted “Accounting Standard for Lease Transactions” (Statement No. 13 issued by
the Accounting Standards Board of Japan) and “Guidance on Accounting Standard for Lease Transactions” (Guidance No. 16 issued by the Accounting Standards Board of
Japan). The change had no significant impact on the consolidated financial statements and segment information.

Domestic and overseas net sales by destination for the years ended
March 31, 2010 and 2009 are as follows:

Thousands of

Millions of yen U.S. dollars

Net sales 2010 2009 2010

Japan ... ¥162,609 ¥208,871 $1,747,732
TAWAN . 91,474 80,327 983,169
United States of America ............... 55,641 65,537 598,033
KOM@a.. oo 52,948 72,507 569,089
Others ...coviiiiicee e 55,965 80,840 601,515
Total ... ¥418,637 ¥508,082 $4,499,538

Notes: 1. For the reporting of domestic and overseas net sales, overseas net sales (other than
Japan) include export sales of the Company and its domestic subsidiaries and sales
of foreign subsidiaries, except for export sales to Japan.

2. Other comprises primarily Singapore, China and Israel.
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INDEPENDENT AUDITORS’ REPORT

nana

To the Board of Directors of
Tokyo Electron Limited:

We have audited the accompanying consolidated balance sheets of Tokyo Electron Limited and subsidiaries as of March 31,
2010 and 2009, and the related consolidated statements of operations, changes in net assets and cash flows for the years
then ended, expressed in Japanese yen. These consolidated financial statements are the responsibility of the Company’s man-
agement. Our responsibility is to express an opinion on these consolidated financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in Japan. Those standards require that we
plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstate-
ment. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements.
An audit also includes assessing the accounting principles used and significant estimates made by management, as well as evalu-
ating the overall financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial
position of Tokyo Electron Limited and subsidiaries as of March 31, 2010 and 2009, and the results of their operations and
their cash flows for the years then ended, in conformity with accounting principles generally accepted in Japan.

The U.S. dollar amounts in the accompanying consolidated financial statements with respect to the year ended March 31,

2010 are presented solely for convenience. Our audit also included the translation of yen amounts into U.S. dollar amounts
and, in our opinion, such translation has been made on the basis described in note 1 to the consolidated financial statements.

/él-{é‘ /}'ZSﬂ & co.

Tokyo, Japan
June 18, 2010
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GROUP COMPANIES

As of March 31, 2010, the Tokyo Electron Group was made up of the parent company and its 30 consolidated subsidiaries.

Company Main business
JAPAN
Consolidated subsidiaries
Tokyo Electron AT Limited Manufacture and development
Tokyo Electron Kyushu Limited Manufacture and development
Tokyo Electron Tohoku Limited Manufacture and development
Tokyo Electron TS Limited Manufacture and development

Tokyo Electron Technology Development Institute, Inc.  Manufacture and development

Tokyo Electron Software Technologies Limited Development
Tokyo Electron PV Limited Development
Tokyo Electron FE Limited Field support
Tokyo Electron PS Limited Field solutions
Tokyo Electron Device Limited Sales
Tokyo Electron BP Limited Logistics, leasing, facility management, etc.
Tokyo Electron Agency Limited Nonlife insurance
Pan Electron Limited Sales
AMERICA
Consolidated subsidiaries
Tokyo Electron U.S. Holdings, Inc. Holding company
Tokyo Electron America, Inc. Sales and field support
Tokyo Electron Massachusetts, LLC Manufacture and development
Timbre Technologies, Inc. Development
TEL Technology Center, America, LLC Development
TEL Epion Inc. Development
TEL Venture Capital, Inc. Identification and evaluation of new technologies
EUROPE
Consolidated subsidiaries
Tokyo Electron Europe Limited Sales and field support
Tokyo Electron Israel Limited Field support

ASIA
Consolidated subsidiaries
Tokyo Electron Korea Limited Sales and field support
Tokyo Electron Korea Solution Limited Field solutions
Tokyo Electron Taiwan Limited Sales and field support
Tokyo Electron (Shanghai) Limited Sales and field support
Tokyo Electron (Shanghai) Logistic Center Limited Logistics
Tokyo Electron Device Hong Kong Limited Sales
Tokyo Electron Device Singapore Pte. Ltd. Sales
Tokyo Electron India Private Limited Sales and field support

52 TOKYO ELECTRON  Annual Report 2010



INVESTOR INFORMATION

(As of March 31, 2010)

Corporate Name and Head Office:
Tokyo Electron Limited

Akasaka Biz Tower

3-1 Akasaka 5-chome, Minato-ku,

Tokyo 107-6325, Japan

Established:
November 11, 1963

Annual General Meeting of Shareholders:
June

Common Stock:
Stock trading unit
Authorized

Issued and outstanding
Number of shareholders

100 shares
300,000,000 shares
180,610,911 shares
39,285

Common Stock Listed on:
The Tokyo Stock Exchange 1st Section (#8035)

Independent Auditors:
KPMG AZSA & Co.

Administrator of Shareholders’ Register:
The Chuo Mitsui Trust and Banking Co., Ltd.
33-1 Shiba 3-chome, Minato-ku, Tokyo 105-8574, Japan

For Further Information, Contact:
Investor Relations

Corporate Communications Department
Tokyo Electron Limited

Akasaka Biz Tower

3-1 Akasaka 5-chome, Minato-ku,
Tokyo 107-6325, Japan

Tel: +81-3-5561-7003

Fax: +81-3-5561-7400

Stock Price and Trading Volume

URL:
http://Avww.tel.com

Principal Shareholders:

Number of Voting

shares held share

(thousands)  ratio (%)
The Master Trust Bank of Japan, Ltd. (trust account) 20,938 11.59
Japan Trustee Services Bank, Ltd. (trust account) 14,132 7.82
Tokyo Broadcasting System Holdings, Inc. 8,727 4.83
The Chase Manhattan Bank 385036 4,994 2.76
JPMorgan Securities Japan Co., Ltd. 3,287 1.82
Trust & Custody Services Bank, Ltd. (Investment trust account) 3,003 1.66
The Bank of Tokyo-Mitsubishi UFJ, Ltd. 3,000 1.66
Japan Trustee Services Bank, Ltd. (trust account 9) 2,973 1.64
JPMorgan Chase Bank 380055 2,515 1.39
State Street Bank and Trust Company 2,371 1.31

Shares of less than one thousand have been rounded down in the “Number of shares held”

Distribution of Ownership Among Shareholders:

Other Japanese corporations
5.86%

17 Treasury stock
0.89%

Japanese financial institutions
and securities companies
41.65%

Individuals and others
8.67%

Foreign institutions and others
42.93%
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